
COMMOMVEALTH OF KENTUCKY 

BEFORE THE UTILITY REGULATORY COMMISSION 

* * * * *  

I n  t h e  Matter of: 

APPLICATION OF KENTUCKY WATER SERVICE ) 
COMPANY, I N C . ,  TO CONTINUE SHORT-TERbl ) 
FINANCING OF $2,300,000; AND NOTICE ) CASE NO. 7867 
O F  ADJUSTMENT OF RATES I N  SOMERSET, 1 
MIDDLZSBORO, AND CLINTON, KENTUCKY ) 

O R , D E R  

On May 23, 1980, Kentucky Water S e r v i c e  Company, I n c .  

( h e r e i n a f t e r  A p p l i c a n t  o r  t h e  Company) f i l e d  a n  a p p l i c a t i o n  w i t h  

t h i s  Commission r e q u e s t i n g  an e x t e n s i o n  of Commission approval  

of s h o r t - t e r m  f i n a n c i n g  i n  t h e  amount of $2,300,000 p r e v i o u s l y  

approved i n  C a s e  No. 6 9 0 4 ;  a n d  t o  g i v e  n o t i c e  of a n  a d j u s t m e n t  

of rates i n  t h e  communities of Somerset,  Middlesboro, a n d  C l i n t o n ,  

Kentucky.  A p p l i c a n t  stated t h a t  t h e  proposed ra te  a d j u s t m e n t  

w a s  j u s t  and r e a s o n a b l e  and  w a s  n e c e s s a r y  i n  order €or  A p p l i c a n t  

t o  a d e q u a t e l y  r e n d e r  service and  to m a i n t a i n  i ts f i n a n c i a l  i n t e g r i t y .  

The  Commiss ion  s c h e d u l e d  t h e  mat ter  f o r  h e a r i n g  June 25, 

1980, and ordered A p p l i c a n t  t o  g i v e  n o t i c e  o f  t h e  h e a r i n g  a n d  t h e  

p r o p o s e d  rate a d j u s t m e n t .  The  h e a r i n g ,  f o r  t h e  purpose of p r e s e n t -  

i n g  w i t n e s s e s '  prepared t e s t i m o n y ,  w a s  conducted  as s c h e d u l e d  a t  

the Commission's offices in F r a n k f o r t ,  Kentucky.  

On J u n e  9, 1980, t h e  Consumer I n t e r v e n t i o n  D i v i s i o n  i n  t h e  

O f f i c e  of t h e  A t t o r n e y  G e n e r a l  f i l e d  a m o t i o n  t o  i n t e r v e n e  i n  t h i s  

proceeding. On June 19, 1980, t h e  w a t e r  d i s t r i c t s  a n d  associat ions 

of P u l a s k i  County  ( h e r e i n a f t e r  t h e  I n t e r v e n o r s ) ,  which  p u r c h a s e  

water  f rom t h e  A p p l i c a n t ,  f i l e d  a m o t i o n  t o  i n t e r v e n e  i n  t h i s  

p r o c e e d i n g  which was s u s t a i n e d .  The  I n t e r v e n o r s  moved t h a t  Appli-  

c a n t  e s t a b l i s h  a w h o l e s a l e  r a te  for  t h e  f u r n i s h i n g  of w a t e r  t o  

said d i s t r i c t s  and assoc ia t ions  or  show cause t o  this Commission 

as t o  why a w h o l e s a l e  rate c o u l d  n o t  be e s t a b l i s h e d .  

A second h e a r i n g  w a s  s c h e d u l e d  f o r  August  19, 1980, for t h e  

p u r p o s e  of cross-examinat ion  of A p p l i c a n t ' s  w i t n e s s e s .  T h e  h e a r i n g  

was c o n d u c t e d  as  s c h e d u l e d  and  t h e  a b s e n c e  of t h e  I n t e r v e n o r s  w a s  

d u l y  n o t e d .  



COMhl EN" ARY 

Kentucky Water S e r v i c e  Company, I n c . ,  is a n  inves to r -owned  

water d i s t r i b u t i o n  s y s t e m  s e r v i n g  a p p r o x i m a t e l y  1 1 , 3 5 0  c u s t o m e r s  i n  

t h e  Kentucky c o u n t i e s  of P u l a s k i ,  B e l l ,  a n d  Hickman. A p p l i c a n t  

p r o d u c e s  t h e  water it f u r n i s h e s  i n  P u l a s k i  a n d  H i c k m a n  C o u n t i e s  

and  p u r c h a s e s  water i n  B e l l  County  f rom F e r n  Lake  Company. Among 

A p p l i c a n t ' s  customers are P u l a s k i  County  Water D i s t r i c t  No. 1, 

P u l a s k i  County  Water D i s t r i c t  No. 2,  B a r n e s b u r g  Water D i s t r i c t ,  

E l ihu-Rush  Branch  Water A s s o c i a t i o n ,  N e l s o n  V a l l e y  Water Assocla- 

t i o n ,  Oak H i l l  Water Association, P l e a s a n t  H i l l  Water A s s o c i a t i o n ,  

a n d  t h e  C i t y  of Eubank Water A s s o c i a t i o n .  T h e s e  customers are the 

a f o r e m e n t i o n e d  I n t e r v e n o r s  i n  this p r o c e e d i n g .  

TEST YEAR 

A p p l i c a n t  proposed a n d  t h e  C o m m i s s i o n  h a s  a d o p t e d  tho 

twelve-month period e n d i n g  March 31, 1980, as t h e  t e s t  p e r i o d  f o r  

d e t e r m i n i n g  the r e a s o n a b l e n e s s  of t h e  proposed rates a n d  c h a r g e s .  

I n  u t i l i z i n g  t h e  h i s t o r i c  test  per iod ,  t h e  Commission h a s  g i v e n  

f u l l  c o n s i d e r a t i o n  t o  known a n d  m e a s u r a b l e  c h a n g e s  w h e r e  appropriate. 

VALUAT I ON 

The Company p r e s e n t e d  t h e  N e t  O r i g i n a l  C o s t  a n d  C a p i t a l  

S t r u c t u r e  as v a l u a t i o n  me thods  h e r e i n .  The  Commission has g i v e n  

d u e  c o n s i d e r a t i o n  t o  t h e s e  and o t h e r  e l e m e n t s  of v a l u e  i n  de t e r rn in -  

i n g  t h e  r e a s o n a b l e n e s s  of t h e  proposed rates a n d  charges. 

Net O r i g i n a l  C o s t  

Applicant p r o p o s e d ,  i n  E x h i b i t  1 3 ,  p a g e  2 of 2, a t o t a l  

N e t  O r i g i n a l  Cost rate base of $7,211,754. The Commission h a s  

g e n e r a l l y  accepted t h e  i t e m s  of v a l u e  i n c l u d e d t h e r e i n  with t h e  

f o l l o w i n g  e x c e p t i o n s .  

The Commission has a d j u s t e d  Materials a n d  S u p p l i e s  a n d  

P r e p a y m e n t s  t o  u t i l i z e  the t h i r t e e n - m o n t h  a v e r a g e .  The Commission 

bas f u r t h e r  ad jus ted  App l i can t ' s  rate base t o  r e f l e c t  the pro fo rma  

a d j u s t m e n t s  t o  O p e r a t i o n  a n d  M a i n t e n a n c e  Expense  i n  t h e  c a l c u l a t i o n  

of Working C a p i t a l .  The  Commission h a s  f u r t h e r  r e d u c e d  A p p l i c a n t ' s  

r a te  base t o  r e f l e c t  t h e  t r e a t m e n t  of t h e  Job Development  Inves t -  

ment Tax C r e d i t  (JDITC) a s  e x p l a i n e d  on  page 3 h e r e i n .  The 
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Commission is of t h e  o p i n i o n  t h a t  t h i s  I re thod  p r o v i d e s  greater 

r e c o g n i t i o n  o f  t h e  c h a n g i n g  c o n d i t i o n s  i n  wh ich  a u t i l i t y  o p e r a t e s .  

Based o n  t h e s e  m o d i f i c a t i o n s  t o  t h e  A p p l i c a n t ' s  p r o p o s a l ,  

w e  f i n d  t h e  N e t  O r i g i n a l  C o s t  r a te  base t o  be as f o l l o w s :  

U t i l i t y  P l a n t  i n  S e r v i c e  
C o n s t r u c t i o n  Work i n  Progress 
T o t a l  U t i l i t y  P l a n t  
A d d  : 
Materials a n d  S u p p l i e s  
P r e p a y m e n t s  
Working C a p i t a l  
Sub- t o t a l  

$ 9 , 1 2 7 , 5 2 1  
2 7 5 , 0 4 6  

$ 9,402,567 

$ 1 6 4 , 4 8 2  
20 .868  

1 4 2 ;  477 
$ 327,827 

Deduct  : 
D e p r e c i a t i o n  Reserve $ 1 , 9 1 3 , 6 5 4  
C o n t r i b u t i o n s  i n  A i d  of C o n s t r u c t i o n  355,764 
Customer Advances for C o n s t r u c t i o n  270,204 
Accumulated D e f e r r e d  I n v e s t m e n t  

Tax Credit 335,843 
S u b - t o t a l  $ 2,875,465 

N e t  O r i g i n a l  C o s t  $ 6 , 8 5 4 , 9 2 9  

Capital S t r u c t u r e  

The Company s u b m i t t e d  as  e v i d e n c e  i n  t h i s  m a t t e r  t h e  

f o l l o w i n g  capi ta l  s t r u c t u r e :  
Common S t o c k  $ 6 4 0 , 0 0 0  8 . 8 6 %  
U n a p p r o p r i a t e d  S u r p l u s  2,536,350 35.20 
F i r s t  Mort g a g e  Bonds 1,730,000 24.00 
Bank N o t e s  2,300,000 3 1 . 9 2  

9 7,206,350 100.00% 

The Commiss ion ' s  r e v i e w  of t h e  f i n a n c i a l  d a t a r e v e a l e d  t h a t  

i n  i ts a n n u a l  repor t s  f i l e d  w i t h  t h e  Commission, and f i n a n c i a l  

s t a t e m e n t s  p r e p a r e d  by the Company's i n d e p e n d e n t  a u d i t o r s ,  t h e  

Company h a s  r e p o r t e d  JDITC a s  retained e a r n i n g s .  

The Company d i d  n o t  make a n  e l e c t i o n  as t o  t h e  t r e a t m e n t  

of J D I T C  for  r a t e - m a k i n g  purposes. Under Code S e c t i o n  46 of t h e  

Revenue A c t  of ' 7 1 ,  if a company d o e s  n o t  make a n  e l e c t i o n ,  for 

r a t e - m a k i n g  p u r p o s e s ,  t h e  C o m m i s s i o n  mus t  follow w h a t  is r e f e r r e d  

t o  by t h e  C o d e  as O p t i o n  1 t r e a t m e n t  for t h e  c red i t .  T h u s ,  f o r  

r a t e -mak ing  p u r p o s e s  t h e  C o m m i s s i o n  h a s  in Its p a s t  r a te  orders 

p e r m i t t e d  n o r m a l i z a t i o n  of t h i s  c red i t .  

The a c c o u n t i n g  t r e a t m e n t  f o l l o w e d  by t h e  Company does no t  

conform t o  t h e  r a t e - m a k i n g  t r e a t m e n t  f o l l o w e d  by t h i s  Commission 

i n  p a s t  r a t e  cases n o r  does it conform t o  t h e  treatment p r e s c r i b e d  

by t h e  NARUC Uniform Sys tem of A c c o u n t s  adopted by t h i s  Commiss ion  
, 
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f o r  Class "A" water u t i l i t i e s .  The  p r a c t i c e  f o l l o w e d  on  t h e  

Company's books of a c c o u n t  h a s  r e s u l t e d  in t h e  Company r e c o r d i n g  

the e n t i r e  credit  as a r e d u c t i o n  i n  f e d e r a l  income t a x  e x p e n s e  

and  t h u s  f l o w i n g  t h e  e n t i r e  amount o f  t h e  c r e d i t  d i r e c t l y  t o  

r e t a i n e d  e a r n i n g s  i n  t h e  y e a r  i t  w a s  real ized.  If t h e  a c c o u n t i n g  

t r e a t m e n t  f o l l o w e d  by t h e  Company i n  its r e g u l a t e d  books had been 

c o n s i s t e n t  with t h e  r a t e - m a k i n g  treatment r e q u i r e d  by t h e  Code 

Sect ion 46(f) which  h a s  been  f o l l o w e d  by t h i s  Commission i n  p a s t  

cases and i n  t h e  i n s t a n c e  c a s e ,  t h e  re ta ined  e a r n i n g s  r e p o r t e d  by 

t h e  Company would be reduced by $335,843. I n  o t h e r  w o r d s ,  i n  i ts  

r e g u l a t e d  books of a c c o u n t ,  t h e  Company should h a v e  r e c o r d e d  a n y  

.JDITC realized by d e b i t i n g  Account  4 1 2 . 1  I n v e s t m e n t  Tax C r e d i t s ,  

U t i l i t y  O p e r a t i o n s ,  D e f e r r e d  t o  F u t u r e  P e r i o d s  and  c r e d i t i n g  

Account 255 Accumulated D e f e r r e d  I n v e s t m e n t  Tax  C r e d i t .  The amount 

recorded i n  Account  255 s h o u l d  be restored r a t a b l y  to rate base 

a n d  cap i ta l  by d e b i t i n g  Account  255 and  c r e d i t i n g  Account  412.3 

I n v e s t m e n t  Tax C r e d i t s ,  U t i l i t y  O p e r a t i o n s ,  R e s t o r e d  t o  N o n o p e r a t i n g  

Income. 

The Company, i n  r e s p o n s e  t o  a n  oral  r e q u e s t  by s t a f f ,  

p r o v i d e d  t h e  Commission w i t h  t h e  unamor t i zed  b a l a n c e  of J D I T C  

c u r r e n t l y  r e c o r d e d  as a p a r t  of r e t a i n e d  e a r n i n g s .  The Company 

f i l e d  t h i s  i n f o r m a t i o n  t h r o u g h  i t s  c o u n s e l  u n d e r  objection and 

p r o t e s t .  The Commission b e l i e v e s  it s h o u l d  r e s p o n d  t o  t h e  

o b j e c t i o n s  raised by t h e  Company. 

The basic o b j e c t i o n  is t h a t  r emova l  of t h e  J D I T C  from 

r e t a i n e d  e a r n i n g s  would r e s u l t  i n  a r e s t a t e m e n t  o r  r e f o r m a t i o n  

of past  and  p r e s e n t  balance s h e e t s  wh ich  would be u n f a i r  and 

p r e j u d i c i a l  t o  Company c r e d i t o r s  a n d  impair t h e  Company's  

f i n a n c i a l  i n t e g r i t y .  The  Company f u r t h e r  s tates t h a t  t h e  r e q u e s t  

is u n t i m e l y ,  t h a t  t h e  a d j u s t m e n t  w a s  n o t  made i n  p a s t  cases or 

raised d u r i n g  h e a r i n g 6  i n  the i n m t a n t  case concerning the t reat-  

m e n t  of JDITC. I n  Its Itemized l ist  of reasons t h e  Company states 

t h a t  Commission a c c e p t a n c e  of p a s t  a n n u a l  r e p o r t s  a n d  ac t ions  I n  

past ra te  cases c o n s t i t u t e  a p p r o v a l  of t h e  Company's  t r e a t m e n t  

of JDITC; t h a t  a c h a n g e  i n  t r e a t m e n t  of J D I T C  would be r e t r o a c t i v e ,  

a r e p u d i a t i o n  of past p o l i c y  and c o n s t i t u t e  retroactive rate  making .  
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The  Commission d o e s  n o t  f i n d  t h e s e  o b j e c t i o n s  p e r s u a s i v e .  

F i r s t  of a l l  i n  i ts c u r r e n t  d e l i b e r a t i o n s  o n  cost  of debt  and  

e q u i t y  capi ta l  a n d  t h e  o v e r a l l  r a te  of r e t u r n  r e q u i r e d  for  t o t a l  

c a p i t a l ,  t h e  a b i l i t y  of t h i s  Company t o  a t t ract  debt cap i t a l  

we ighed  h e a v i l y  i n  t h e  Commiss ion ' s  decis ion making  process. I n  

s e t t i n g  t h o s e  cost rates,  t h e  Company's  f i n a n c i a l  i n t e g r i t y  w a s  

g i v e n  f u l l  c o n s i d e r a t i o n .  For t h i s  reason t h e  Commiss ion  f a i l s  

t o  see how removal o f  t h i s  JDITC from r e t a i n e d  e a r n i n g s  would p u t  

t h e  f i n a n c i a l  I n t e g r i t y  of t h e  Company i n  j e o p a r d y .  On t h e  

c o n t r a r y ,  i t  is t h e  customer 's  r i g h t  t o  s h a r e  i n  t h e  b e n e f i t s  

d e r i v e d  f r o m  JDXTC, tha t  is placed i n  jeopardy .  I t  is o b v i o u s  

t h a t  t h e  practice employed  by  t h e  Company f o r  f i n a n c i a l  a c c o u n t -  

i n g  and  r e p o r t i n g  p u r p o s e s  r e s u l t s  i n  f u n d s  der ived f r o m  JDITC 

being reported a s  inves to r  r a t h e r  t h a n  customer s u p p l i e d  cap i t a l .  

The federal law p e r m i t s  and  basic f a i r n e s s  r e q u i r e s  t h a t  under  

t h e  method elected by t h e  Company, t h e  c u s t o m e r  s h o u l d  n o t  be 

r e q u i r e d  t o  p a y  a r e t u r n  o n  JDITC. F i n a l l y ,  t h e  Company makes  

t h e  c o n t e n t i o n  t h a t  t h i s  c h a n g e  r e p r e s e n t s  r e t r o a c t i v e  ra te  

making .  The  Commission b e l i e v e s  s u c h  a c o n t e n t i o n  is w i t h o u t  

m e r i t  s i n c e  t h e  removal o f  JDITC from r e t a i n e d  e a r n i n g s  would 

o n l y  a f f e c t  rates a p p r o v e d  i n  t h e  c u r r e n t  case. A s  f o r  t h e  c l a i m  

t h a t  s u c h  a c h a n g e  r e p r e s e n t s  a r e p u d i a t i o n  of past p o l i c y ,  t h e  

Commission would p o i n t  o u t  t h a t  t h e  tes t  year i n  t h e  Company ' s  

l a s t  case e n d e d  J u l y  31, 1977. A r e v i e w  of t h e  s c h e d u l e  provided 

by t h e  Company s h o w s  c l e a r l y  t h a t  t h e  JDITC a c c u m u l a t e d  t o  t h a t  

p o i n t  was n o t  s i g n i f i c a n t  when compared t o  t h e  amount a t  March 31, 

1980. The Commission f i n d s  s u c h  a c l a i m  w i t h o u t  s u b s t a n c e  s i n c e  

c o n t i n u a t i o n  of a pol icy  for t h i s  Company w h i c h  is i n c o n s i s t e n t  

w i t h  t h e  p o l i c y  employed  f o r  o t h e r  u t i l i t i e s  s e l e c t i n g  O p t i o n  1 

t r e a t m e n t  f o r  JDITC would p e r p e t u a t e  o n  t h i s  u t i l i t y ' s  customers 

an I n e q u i t y  n o t  b o r n  by customers of other u t i l i t i e s  In t h i s  S t a t e .  

Based on t h e  above a n a l y s i s ,  t h e  Commission h a s  a d j u s t e d  

U n a p p r o p r i a t e d  S u r p l u s  by $335,843 t o  ref lect  its o p i n i o n  con-  

c e r n i n g  t r e a t m e n t  o f  t h e  Company's  I n v e s t m e n t  Tax C r e d i t .  The  

Commission feels  t h e  credit  s h o u l d  be amortized over t h e  l i f e  of 
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t h e  p r o p e r t y  g i v i n g  rise t o  t h e  c r e d i t  and  t h a t  t h e  u n a m o r t i z e d  

p o r t i o n  s h o u l d  be removed f rom r e t a i n e d  e a r n i n g s  a n d  r e c o r d e d  i n  

Account 255 Accumula ted  Defer red  I n v e s t m e n t  Tax C r e d i t .  T h i s  

a d j u s t m e n t  t o  e q u i t y  r e s u l t s  i n  t h e  following cap i t a l  s t r u c t u r e :  

Common S t o c k  
U n a p p r o p r i a t e d  
F i r s t  Mortgage 
Bank N o t e s  

$ 640,OW 9.32% 
S u r D l u s  2.200.507 32.03 
Bonds 1;730;000 

2,300,000 
25.18 
33.47 

$ 6,870,507 100.00% 

REVENUES AND EXPENSES 

A p p l i c a n t  p r o p o s e d  s e v e r a l  p r o  fo rma  a d j u s t m e n t s  t o  revenues  

and e x p e n s e s  as reflected on  t h e  C o m p a r a t i v e  Income S t a t e m e n t .  The 

a d j u s t m e n t s  were p r o p o s e d  t o  normalize increases i n  r e v e n u e ,  

salaries and w a g e s ,  electric power c o s t s ,  c h e m i c a l  c o s t s ,  i n s u r a n c e  

a n d  p e n s i o n  c o s t s ,  t a x e s ,  a u d i t o r s '  f e e s ,  and  i n t e r e s t  e x p e n s e  o n  

s h o r t - t e r m  debt.  The  Commission is of t h e  o p i n i o n  t h a t  t h e  a d j u s t -  

m e n t s  are g e n e r a l l y  proper a n d  a c c e p t e d  f o r  r a t e - m a k i n g  p u r p o s e s  

w i t h  t h e  f o l l o w i n g  e x c e p t i o n s :  

1. The A p p l i c a n t  p r o p o s e d  t o  a d j u s t  pumping e x p e n s e  by 

$24,500 t o  reflect  t h e  i n c r e a s e d  cost o f  e n e r g y .  The  Commission 

h a s  r e d u c e d  t h i s  a d j u s t m e n t  by $3,836. T h i s  r e d u c t i o n  r e s u l t s  

from (1) u t i l i z i n g  t h e  a v e r a g e  m o n t h l y  k i l o w a t t - h o u r s  f o r  e l e c t r i c i t y  

m e t e r e d  a t  t h e  s l u d g e  b u i l d i n g  i n  Somerset for  t h e  s e v e n  m o n t h s  t h e  

f a c i l i t y  was f u l l y  o p e r a t i v e ;  ( 2 )  u t i l i z i n g  t h e  a v e r a g e  m o n t h l y  

k i l o w a t t - h o u r s  a t  a l l  o t h e r  m e t e r e d  p o i n t s  i n  Somerset and Middlesboro 

r a t h e r  t h a n  t h e  b i l l  f r o m  a month i n  wh ich  t h e  u s a g e  was a n  a p p r o x i -  

m a t i o n  of t h e  m o n t h l y  a v e r a g e ;  and ( 3 )  t h e  dec is ion  r e n d e r e d  i n  

Case No. 7804 b e f o r e  t h e  Kentucky Energy  R e g u l a t o r y  Commission i n  

wh ich  t h e  e lectr ic  s u p p l i e r ,  Kentucky U t i l i t i e s ,  was g r a n t e d  

a p p r o x i m a t e l y  n i n e t y  p e r c e n t  of t h e  ra te  i n c r e a s e  i t  had r e q u e s t e d .  

2. The A p p l i c a n t ' s  a d j u s t m e n t  t o  n o r m a l i z e  t h e  i n t e r e s t  

e x p e n s e  on  s h o r t - t e r m  d e b t  has been i n c r e a s e d  by $ 1 9 , 7 5 0  b a s e d  o n  

a cost  ra te  of 13.5%. The Commission f e e l s  t h i s  increase is 

w a r r a n t e d  inasmuch as t h e  Company's a d j u s t m e n t  w a s  b a s e d  on  ra tes  

i n  e f f e c t  a t  a p o i n t  i n  t i m e  when i n t e r e s t  rates i n  g e n e r a l  w e r e  

at t h e i r  lowest l e v e l s  i n  r e c e n t  m o n t h s ;  and  d u r i n g  t h e  i n t e r i m ,  

i n t e r e s t  rates have i n c r e a s e d  s i g n i f i c a n t l y .  
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T h e  e f f e c t  o n  N e t  Income of t h e  r e v i s e d  pro forma a d j u s t m e n t s  

is as  f o l l o w s :  

Ac tua l  Pro Forma Ad j u s t  ed 
T e s t  P e r i o d  A d j u s t m e n t s  T e s t  Period 

O p e r a t i n g  Revenues $ 2 , 2 0 6 , 7 1 6 ( l ?  $ 37 , 947 $2,244,  663(3 
O p e r a t i n g  E x p e n s e s  1,355 333(1 
N e t  O p e r a t i n g  Income -- 

281 9 2 2 t L )  I n t e r e s t  E x p e n s e  
N e t  Income -569,4 

J 247,969 1,603,302 
rim!) $ ( 2 1 0 . 0 2 2 )  $ 641.361 

I - .  . . 
163,478- . 445;400 

E i  $ (373,500) $ 195,961 - 

RATE OF RETURN 

The rate of r e t u r n  o n  A p p l i c a n t ' s  N e t  O r i g i n a l  C o s t ,  

e s t a b l i s h e d  h e r e i n  f o r  t h e  test  y e a r ,  w a s  12 .42%,  w h i l e  A p p l i c a n t ' s  

r e t u r n  o n  a d j u s t e d  common e q u i t y  w a s  20.05%. A f t e r  t a k i n g  i n t o  

c o n s i d e r a t i o n  t h e  pro forma a d j u s t m e n t s  t o  r evenues  and e x p e n s e s ,  

t h e  Company would realize a r e t u r n  on Net Original Cost of 9.36% 

and a r e t u r n  on  common e q u i t y  of 6.90%. The  Commission is of t h e  

o p i n i o n  and  f i n d s  t h e  r ev i sed  rates of r e t u r n  are i n a d e q u a t e  a n d  

would i m p a i r  A p p l i c a n t ' s  f i n a n c i a l  i n t e g r i t y .  I n  order t o  r e m a i n  

o n  a sound f i n a n c i a l  basis, A p p l i c a n t  s h o u l d  be a l l o w e d  t o  increase 

its a n n u a l  r e v e n u e  by a p p r o x i m a t e l y  $ 3 4 1 , 4 2 0 ,  w h i c h  would r e s u l t  

i n  a r e t u r n  on Net O r i g i n a l  C o s t  of 11.88% a n d  a r e t u r n  o n  common 

e q u i t y  of 13.0%. T h i s  a d d i t i o n a l  r e v e n u e  w i l l  p r o v i d e  N e t  Income 

of approximately $369,266, which  is s u f f i c i e n t  t o  m e e t  A p p l i c a n t ' s  

n e e d s  c o n c e r n i n g  t h e  l i q u i d a t i o n  of its l o n g - t e r m  debt .  

RATE DESIGN A N D  RATES 

Kentucky Water S e r v i c e  p r o p o s e d  t o  m o d i f y  its e x i s t i n g  r a t e  

s t r u c t u r e s  a t  Somerset a n d  Middlesboro t o  be c o n s i s t e n t  w i t h  t h e  

c u r r e n t  r a te  s t r u c t u r e  a t  C l i n t o n .  The C o m m i s s i o n  c o n c u r s  w i t h  

A p p l i c a n t ' s  p r o p o s a l  t o  m o d i f y  t h e  ra te  d e s i g n  a n d  h a s  a d j u s t e d  t h e  

rates a c c o r d i n g l y  i n  t h e  a t t a c h e d  Appendix " A . "  The ra tes  g r a n t e d  

h e r e i n  h a v e  b e e n  d e s i g n e d  t o  generate r e v e n u e s  of a p p r o x i m a t e l y  

$2,  T,Rt3,200. I n  do1,cvminfnF: t h r j  rtrvcwiic. r v q i i 1 r v m c w t . H  o f  ruic:ti 

l o c a l i t y ,  t h e  Commission h a s  reallocated Income Taxes i n  p r o p o r t i o n  

t o  t h e  r a t io s  of o p e r a t i n g  e x p e n s e s  per c i t y  t o  t o t a l  o p e r a t i n g  

e x p e n s e s  of t h e  Company. The  ra tes  granted h e r e i n  and set out i n  

(1) A p p l i c a n t ' s  E x h i b i t s  5 a n d  6 .  
( 2 )  App l i can t ' s  E x h i b i t  6. 
(3) A p p l i c a n t ' s  Response  t o  S t a f f  R e q u e s t ,  Item 2 b ,  P a g e  2.  
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Appendix A should generato the following revenue8 In the r e s p e c t i v e  

cities: 

Somerset -- $1,523,100 
Middlesboro -- 890,300 

172,800 Clinton -- 

SHORT-TERM FINANCING 

The Commission, being aware of the current financial Climate, 

realizes the Company is in an unfavorable position relative to the 

amount of short-term debt it presently has outstanding. The 

Commission is also aware of the relationship that exists between 

Applicant and its primary lender, Lincoln National L i f e  Insurance 

Company. The Commission is of the opinion that the Applicant should 

continue its short-term financing of $2,300,000 until such time as 

long-term funds are available. Further, the Commission feels, due 

to present economic conditions, that t h e  Company should no longer 

be held to the 10.5% maximum interest rate on long-term borrowings 

ordered by the Public Service Commission of Kentucky in Case No. 

6904. However, the Commission feels t h a t  Applicant should make 

every possible effort to obtain long-term financing at the lowest 

rate available and t h a t  Applicant should keep the Commission apprised 

of its efforts and p r o g r e s s  toward that goal by submitting quarterly 

reports of s a i d  progress beginning December 31, 1980. 

SURCHARGE MOTION 

On October 9, 1980, Applicant submitted a motion requesting 

that a surcharge provision for its Middlesboro service area be 

included in this proceeding. This request  was a d i r e c t  result of 

the application of Fern Lake Company, Applicant's supplier In 

Middlesboro, f o r  an increase in rates in Case ?lo. 7982 before this 

Commission. The Commission I s  presently considering, in a generic 

proceeding, the subJoct of incrctnAeR in t h o  c o ~ t  of purchaRod water 

as It applies to water utilities in general f o r  the purpose  of 

determining the feasibility of a purchased water adJustment clause. 

These proceedings should be concluded prior to the effective date 

of the decision in the Fern Lake case. Furthermore, any action of 

the Commission affecting Applicant taken in Case No. 7982 is beyond 
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t h e  s c o p e  of t h i s  p r o c e e d i n g .  T h e r e f o r e ,  t h e  Commission is of 

t h e  o p i n i o n  t h a t  A p p l i c a n t ' s  m o t i o n  for a s u r c h a r g e  p r o v i s i o n  s h o u l d  

be d e n i e d  w i t h o u t  p r e j u d i c e  i n  t h i s  m a t t e r .  

SALES FOR RESALE 

The  I n t e r v e n o r s  i n  t h i s  mat te r  r e q u e s t e d  t h a t  a separate 

ra te  be e s t a b l i s h e d  f o r  t h e  sales t o  water  d i s t r i c t s  and  assoc ia t ions .  

The Commission r e q u e s t e d ,  a t  t h e  h e a r i n g  of J u n e  2 5 ,  1 9 8 0 ,  t h a t  a 

cos t  of s e r v i c e  s t u d y  be p r o v i d e d  t o  d e t e r m i n e  a reasonable ra te  

for these sales. I n  d e t e r m i n i n g  t h e  cost  of s e r v i c e ,  A p p l i c a n t  

a t t e m p t e d  t o  e s t a b l i s h  a p e r  u n i t  cost for all sales i n  excess of 

100,000 g a l l o n s  per month.  The Commiss ion  is of t h e  op in ion  t h a t  

t h e  cost of s e r v i c e  s t u d y  p r o v i d e d  by A p p l i c a n t  is n o t  a n  accurate 

r e f l e c t i o n  of t h e  costs associated w i t h  t h e  sales for  resale w i t h i n  

t h e  Somerset s e r v i c e  area f o r  t h e  f o l l o w i n g  r e a s o n s :  A p p l i c a n t  

made t h e  a s s u m p t i o n  t h a t  a l l  o f  t h e  v a l u e  of water p r o d u c t j o n  

f a c i l i t i e s  s h o u l d  be a l l o c a t e d  t o  sales i n  e x c e s s  of 100,000 g a l l o n s  

per month ;  A p p l i c a n t  d i d  n o t  s u p p o r t  i ts  p o s i t i o n  t h a t  sales f o r  

resale c o u l d  n o t  be s e p a r a t e d  f rom all sales i n  excess of 100,000 

ga l lons  per month ;  Applicant d i d  not j u s t i f y  the exc lus ion  of 

certain costs  from t h e  d e t e r m i n a t i o n  of t h e  cost  of s e r v i c e  t o  these 

consumers ;  a n d  A p p l i c a n t  was n o t  c o n s i s t e n t  i n  u t i l i z i n g  o n e  volume 

of sales t o  determine t h e  ratio u s e d  t o  allocnts costs and  a n o t h e r  

volume of sales  t o  r e c o v e r  t h e  t o t a l  cost of s e r v i c e .  F u r t h e r m o r e ,  

the C o m m i s s i o n  f i n d s  t h a t  t h e  cost of s e r v i c e  study does n o t  j u s t i f y  

t h e  p r o p o s e d  i n c r e a s e  i n  ra tes  f o r  t h e  w a t e r  d i s t r i c t s  and  associa- 

t i o n s  s e r v e d  by A p p l i c a n t .  T h e r e f o r e ,  t h e  Commission is of t h e  

o p i n i o n  t h a t  a s e p a r a t e  rate c l a s s i f i c a t i o n  s h o u l d  be e s t a b l i s h e d  

for these consumers a n d  t h a t  the ra te  s h a l l  be e s t a b l i s h e d  as set 

o u t  i n  Appendix "A" attached h e r e t o .  

SUMMARY 

The Commission,  a f te r  c o n s i d e r a t i o n  of t h e  e v i d e n c e  of record 

and  b e i n g  f u l l y  a d v i s e d ,  is of t h e  o p i n i o n  a n d  so f i n d s  t h a t  t h e  

rates and c h a r g e s  set o u t  i n  Appendix " A , "  a t t a c h e d  h e r e t o  a n d  made 

a p a r t  h e r e o f ,  w i l l  p r o d u c e  g r o s s  a n n u a l  r e v e n u e s  of $2,586,200 a n d  

are t h e  f a i r ,  j u s t ,  a n d  reasonable r a t e s  f o r  A p p l i c a n t .  
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T h e  Commission f u r t h e r  f i n d s  t h a t  t h e  rates and c h a r g e s  

proposed by t h e  Applicant are u n f a i r ,  u n j u s t  a n d  u n r e a s o n a b l e  

in t h a t  t h e y  p r o d u c e  r e v e n u e s  i n  excess of t h o s e  deemed reasonable 

h e r e i n .  

IT IS THEREFORE ORDERED t h a t  t h e  rates set  o u t  i n  Appendix 

" A , "  attached hereto arid made a par t  h e r e o f ,  are approved fo r  

s e r v i c e  rendered on and a f t e r  t h e  da te  of t h i s  Order .  

IT IS FURTHER ORDERED t h a t  t h e  rates p r o p o s e d  by  Kentucky 

Water Ser-Jice Company, Inc. ,  are  u n f a i r ,  u n j u s t ,  and u n r e a s o n a b l e  

a n d  are h e r e b y  denied .  

IT IS FURTHER ORDERED that Kentucky Water S e r v i c e  Company, 

I n c . ,  is h e r e b y  g r a n t e d  a n  e x t e n s i o n  of t i m e  t o  c o n v e r t  i ts s h o r t -  

term b o r r o w i n g s  t o  long-term for a p e r i o d  o f  t w o  y e a r s  from t h e  

date  of t h i s  O r d e r .  

IT IS FURTHER ORDERED t h a t  t h e  p r o v i s i o n  of t h e  Commiss ion ' s  

Order of A p r i l  17,  1978 i n  Case Number 6904 e s t a b l i s h i n g  a maximum 

i n t e r e s t  rate of 10.5% is h e r e b y  rescinded. 

IT  IS FURTHER ORDERED t h a t  Kentucky Water S e r v i c e  Company, 

I n c . ,  s h a l l  o b t a i n  t h e  long- te rm f i n a n c i n g  approved i n  C a s e  Number 

6904 a t  t h e  lowest  possible cos t  and  s h a l l  submi t  q u a r t e r l y  r epor t s  

t o  t h i s  Commission of its e f f o r t s  toward t h i s  d i r e c t i v e  b e g i n n i n g  

December 31, 1960. 

I T  IS FURTHER ORDERED t h a t  t h e  mot ion  by Kentucky Water 

Service Company, Inc., for  a s u r c h a r g e  p r o v i s i o n  fo r  its Middlesboro 

service area be a n d  is h e r e b y  d e n i e d  w i t h o u t  p r e j u d i c e .  

I T  IS FURTHER ORDERED t h a t  Kentucky Water S e r v i c e  Company, 

S n c . ,  shall f i l e  w i t h  t h i s  Commission w i t h i n  t h i r t y  (30) d a y s  

f r o m  t h e  date of t h i s  Order its r e v i s e d  t a r i f f  s h e e t s  s e t t i n g  o u t  

t h e  rates approved h e r e i n .  

Done a t  F rankfo r t ,  Ken tucky ,  t h i s  12th day of November, 1980. 
UTILITY REGULATORY COMFfXSSION 

Chai rman 

V i c e  Chairman 

Commiss ioner  
ATTEST : 

S e c r e t a r y  



APPENDIX "A" 

Appendix t o  a n  O r d e r  of t h e  U t i l i t y  R e g u l a t o r y  
Commission i n  C a s e  No. 7867 dated November 12, 1980. 

The  f o l l o w i n g  rates are p r e s c r i b e d  f o r  t h e  c u s t o m e r s  i n  

t h e  area s e r v e d  by Kentucky Water Service Company. A l l  o t h e r  

rates and charges n o t  s p e c i f i c a l l y  m e n t i o n e d  h e r e i n  s h a l l  r e m a i n  

t h e  same as t h o s e  i n  e f f e c t  u n d e r  a u t h o r i t y  of t h e  Commission 

prior t o  t h e  date of t h i s  O r d e r .  

R a t e s :  

F i r s t  
Next  
Next 
Next 
N e x t  
Over  

First 
Next  
Next  
Next 
Next 
O v e r  

Month ly  

Somerset 

1 , 0 0 0  ga l lons  u s e d  p e r  month 
9,000 g a l l o n s  u s e d  p e r  month 

15,000 gal lons used p e r  month 
25,000 g a l l o n s  u s e d  p e r  month 
50,900 g a l l o n s  used p e r  month 

100,000 ga l lons  used per  month 

MINIMUM MONTHLY CHARGES 

5/8 or 3/4 i n c h  meter 
1 or  1 1/4 i n c h  m e t e r  

1 1 / 2  i n c h  meter 
2 i n c h  meter 
3 i n c h  meter 
4 i n c h  meter 
6 i n c h  meter 

H i d d l e s b o r o  

1 ,000  g a l l o n s  used p e r  month 
9,000 g a l l o n s  used per month 

1 5 , 0 0 0  g a l l o n s  u s e d  p e r  month 
25,000 g a l l o n s  used p e r  month 
50,000 g a l l o n s  u s e d  p e r  month 

1 0 0 , 0 0 0  g a l l o n s  used  p e r  month 

MINI MUM MONTHLY CHARGES 

5/8 o r  3/4 i n c h  m e t e r  
1 or 1 1 / 4  i n c h  meter 

1 1 / 2  i n c h  meter 
2 i n c h  meter 
3 i n c h  meter 
4 i n c h  m e t e r  
6 inch meter 

$4.50 (Min imum)  
1.95 per M gal lons  
1.75 p e r  M g a l l o n s  
1.65 p e r  M g a l l o n s  
1.50 p e r  M g a l l o n s  
1 . 1 7  p e r  M g a l l o n s  

$ 4 . 5 0  
13.00 
25.00 
38.00 
103.50 
178.50 
365.50 

$ 5.00 (Minimum) 
1.95 per M g a l l o n s  
1 .80 p e r  M g a l l o n s  
1.65 per M g a l l o n s  
1.50 p e r  M g a l l o n s  
1.40 per H g a l l o n s  

$ 5.00 
14.50 
27.50 
4 2 . 0 0  

115.00 
l 9 8 , O O  
406.00 



First 
Next 
N e x t  
Next 
Next  
Over  

C l i n t o n  

1,000 g a l l o n s  used per month 
9,000 ga l lons  used per month 

15,000 g a l l o n s  used per month  
25,000 g a l l o n s  used per  month 
50,000 g a l l o n s  u s e d  per  month 

100,000 g a l l o n s  used per month 

MINI MUM MONTHLY CHARGES 

$5 - 75 (Minimum) 
2.70 per M g a l l o n s  
2 .55  per  M g a l l o n s  
2.35 per M g a l l o n s  
2.10 p e r  M g a l l o n s  
1 .75  pe r  M g a l l o n s  

5/8 or  3/4 i n c h  meter 
1 or 1 1/4 inch m e t e r  

1 1 / 2  i n c h  m e t e r  
2 i n c h  m e t e r  
3 i n c h  meter 
4 i n c h  m e t e r  
6 i n c h  m e t e r  

$ 5 . 7 5  
18.00 
3 4 . 5 0  
51.00 
147.00 
250.00 
511.00 

W h o l e s a l e  Water R a t e s  

Applicable to Pulaski County  Water D i s t r i c t  #1, Pulaski County 
Water District #2,Nelson V a l l e y  Water D i s t r i c t ,  P l e a s a n t  H i l l  
Water D i s t r i c t ,  Oak H i l l  Water A s s o c i a t i o n ,  B a r n e s b u r g  Water 
A s s o c i a t i o n ,  El ihu-Rush  Branch  Water A s s o c i a t i o n  and  t h e  C i t y  of 
Eubank Water System 

Metered Monthly R a t e  R a t e  per 1,000 G a l l o n s  

For a l l  water used $1.10 

Minimum Charges 

None 


